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Notes to Consolidated Financial Statements
December 31, 2007 and 2006
KEPCo has provided the Southwest Power Pool a letter of credit to help insure power is available if needed.
Iatan 2 Purchase Commitment
Effective June 2006, KEPCo entered into an agreement, subject to RUS approval, to purchase a 3.53% ownership in a coal fired generation facility. KEPCo’s estimated costs for the project were $70 million at December
31, 2007. Financing is currently being provided by CFC.
Note 12: Fair Value of Financial Instruments

KEPCo Staff

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for which it is practicable to estimate that value as set forth in SFAS No. 107, Disclosures about Fair
Value of Financial Instruments.
Cash and Cash Equivalents – The carry amount approximates the fair value because of the short-term maturity of these investments.
Decommissioning Trust, Investments in Associated Organizations and Bond Fund Reserve – The fair value of
these assets is primarily based on quoted market prices as of December 31, 2007.
Variable-Rate Debt – The carrying amount approximates the fair value because of the short-term variable rates
of those debt instruments.
Fixed-Rate Debt – The fair value of the fixed-rated FFB debt and the fixed-rate Series 1997 Trust debt is based
on the sum of the estimated value of each issue, taking into consideration the current rates offered to KEPCo
for debt of similar remaining maturities.
The estimated fair values of KEPCo’s financial instruments are as follows:
December 31, 2007
Carrying Value
Fair Value

Stephen Parr............................Executive Vice President
& Chief Executive Officer

Shari Koch...... Accounting, Payroll & Benefits Specialist

Bob Bowser........................Vice President of Regulatory
& Technical Services

Mitch Long................... Sr. SCADA/Metering Technician

Les Evans...................... Vice President of Power Supply
J. Michael Peters........... Vice President of Administration
& General Counsel

Elizabeth Lesline.... Administrative Assistant/Receptionist
Loren Medley..........Business Development Coordinator
Michael Morris.............. Sr. SCADA/Metering Technician
Erika Old...........................Finance & Benefits Analyst 2

Coleen Wells...... Vice President of Finance & Controller

Matt Ottman..................................................Engineer 3

Laura Armstrong.......................Administrative Assistant

John Payne...........................................Senior Engineer

Mark Barbee............................ Manager of Engineering,
KSI Vice President of Engineering

Robert Peterson.................... Sr. Engineering Technician

Sam Delap.......................Information System Specialist

Rita Petty.......................................... Executive Assistant
& Manager of Office Services

Terry Deutscher............. EMS/SCADA System Specialist

Paul Stone........................................... System Operator

Carol Gardner.................................. Operations Analyst

Phil Wages.........................Director of Member Services
& External Affairs

Robert Hammersmith..... SCADA/Metering Technician 2

Cash and cash equivalents
Investment in associated organizations
	  (including investments in CFC)
Bond fund reserve
Decommissioning fund
Fixed-rate debt
Variable-rate debt

$

6,132,774

$ 5,630,784
$ 4,348,709
$ 10,185,163
$ 141,637,538
$ 24,700,000

$

6,127,395

$ 5,630,784
$ 4,531,910
$ 10,185,163
$ 144,208,545
$ 24,700,000

Note 13: Patronage Capital
In accordance with KEPCo’s by-laws, KEPCo’s current margins are to be allocated to members. KEPCo’s
current policy is to allocate to the members based on revenues collected from the members as a percentage
of total revenues. If KEPCo’s consolidated financial statements were adjusted to reflect accounting principles
generally accepted in the United Stated of America, total patronage capital would be negative. As noted in
the consolidated statements of changes in patronage capital, no patronage capital distributions were made to
members in 2007 and 2006.
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Kansas Electric Power Cooperative, Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006
Nuclear Liability and Insurance
Pursuant to the Price-Anderson Act, which was reauthorized through December 31, 2025, by the Energy
Policy Act of 2005, KEPCo is required to insure against public liability claims resulting from nuclear incidents
to the full limit of public liability, which is currently approximately $10.8 billion. This limit of liability consists of
the maximum available commercial insurance of $300.0 million, and the remaining $10.5 billion is provided
through mandatory participation in an industrywide retrospective assessment program. Under this retrospective assessment program, owners are jointly and severally subject to an assessment of up to $100.6 million
($6.0 million–KEPCo’s share) at any commercial reactor in the country, payable at no more than $15.0 million ($0.9 million–KEPCo’s share) per incident per year, per reactor. This assessment is subject to an inflation
adjustment based on the Consumer Price Index and applicable premium taxes. This assessment also applies
in excess of the worker radiation claims insurance. The next scheduled inflation adjustment is scheduled for
July 1, 2008. In addition, Congress could impose additional revenue-raising measures to pay claims.
The owners of Wolf Creek carry decontamination liability, premature decommissioning liability and property
damage insurance for Wolf Creek totaling approximately $2.8 billion ($168.0 million–KEPCo’s share). This
insurance is provided by Nuclear Electric Insurance Limited (NEIL). In the event of an accident, insurance
proceeds must first be used for reactor stabilization and site decontamination in accordance with a plan mandated by the Nuclear Regulatory Commission. KEPCo’s share of any remaining proceeds can be used to pay
for property damage, decontamination expenses, or if certain requirements are met, including nuclear decommissioning the plant, toward a shortfall in the decommissioning trust fund.
The owners also carry additional insurance with NEIL to cover costs of replacement power and other extra
expenses incurred during a prolonged outage resulting from accidental property damage at Wolf Creek. If
significant losses were incurred at any of the nuclear plants insured under the NEIL policies, KEPCo may be
subject to retrospective assessments under the current policies of approximately $1.6 million.
Although KEPCo maintains various insurance policies to provide coverage for potential losses and liabilities
resulting from an accident or an extended outage, KEPCo’s insurance may not be adequate to cover the costs
that could result from a catastrophic accident of extended outage at Wolf Creek. Any substantial losses not
covered by insurance, to the extent not recoverable through rates, would have a material adverse effect on
KEPCo’s financial condition and result of operations.
Decommissioning Insurances
KEPCo carries premature decommissioning insurance that has several restrictions, one of which can only be
used if Wolf Creek incurs an accident exceeding $500.0 million in expenses to safely stabilize the reactor, to
decontaminate the reactor and reactor station site in accordance with a plan approved by the Nuclear Regulatory Commission (NRC) and to pay for on-site property damages. Once the NRC property rule requiring
insurance proceeds to be used first for stabilization and decontamination has been complied with, the premature decommissioning coverage could pay for the decommissioning fund shortfall in the event an accident at
Wolf Creek exceeds $500.0 million in covered damages and causes Wolf Creek to be prematurely decommissioned.
Nuclear Fuel Commitments
At December 31, 2007, KEPCo’s share of WCNOC’s nuclear fuel commitments was approximately $7.8 million for uranium concentrates expiring in 2017, $1.2 million for conversion expiring in 2017, $19.6 million for
enrichment expiring at various times through 2024, and $6.3 million for fabrication through 2024.

Organization & Resources
Kansas Electric Power Cooperative, Inc. (KEPCo), headquartered at Topeka, Kansas, was incorporated in 1975
as a not-for-profit generation and transmission cooperative (G&T). It is KEPCo’s responsibility to procure an adequate and reliable power supply for its nineteen distribution Rural Electric Cooperative Members at a reasonable
cost.
Through their combined resources, KEPCo Members support a wide range of other services such as rural economic development, marketing and diversification opportunities, power requirement and engineering studies, rate
design, etc.
KEPCo is governed by a Board of Trustees representing each of its nineteen Members which collectively serve
more than 100,000 electric meters in two-thirds of rural Kansas. The KEPCo Board of Trustees meets regularly to
establish policies and act on issues that often include recommendations from working committees of the Board and
KEPCo Staff. The Board also elects a seven-person Executive Committee which includes the President, Vice President, Secretary, Treasurer, and three additional Executive Committee members.
KEPCo is under the jurisdiction of the Kansas Corporation Commission (KCC) and was granted a limited certificate of convenience and authority in 1980 to act as a G&T public utility. KEPCo’s power supply resources consist
of: 70 MW of owned generation from the Wolf Creek Generating Station; the 20 MW Sharpe Generating Station
located in Coffey County; hydropower purchases of an equivalent 100 MW from the Southwestern Power Administration, and 14 MW from the Western Area Power Administration; plus partial requirement power purchases from
regional utilities.
KEPCo is a Touchstone Energy® Cooperative. Touchstone Energy® is a nationwide alliance of more than 625
cooperatives committed to promoting the core strengths of electric cooperatives – integrity, accountability, innovation, personal service and a legacy of community commitment. The national program is anchored by the motto
“The Power of Human Connections.”

Kansas Electric
Power Cooperative, Inc.
P.O. Box 4877 Topeka, KS 66604
600 SW Corporate View Topeka, KS 66615
(785) 273-7010
www.kepco.org

A Touchstone Energy® Cooperative

Purchase Power Commitments
KEPCo has supply contracts with various utility companies to purchase power to supplement generation in
the given service areas. KEPCo has a five-year contract with Westar Energy, Inc., through May 2008 with
minimum purchase commitments of 85 megawatts per year.
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2007 Message
from
Kenneth J. Maginley
KEPCo President
Stephen E. Parr
Executive Vice President
& Chief Executive Officer

D

uring 2007, global climate change continued its rapid acceleration as a national and world issue. Many varying
Mr. Parr and Mr. Maginley
schools of thought exist about climate change and the implications thereof. One implication is very clear. The costs associated to reduce greenhouse gas emissions will undoubtedly increase the cost of electricity. KEPCo will not be exempt
from this implication.
Since 1985, over fifty percent of KEPCo’s energy mix, nuclear and hydroelectric, has not emitted any greenhouse gas. This is a statement that perhaps can only be made by a handful of utilities in the U.S. KEPCo has not
sought headlines or pats on the back for its environmentally friendly energy mix. Rather, KEPCo has sought recognition from policy makers that imposing laws or trade systems to reduce emissions must be balanced with commercially viable technologies that are implemented over a reasonable and economically feasible time period in order to
minimize the financial impact to our Members. KEPCo’s large percentage of non-greenhouse gas emitting generation will prove to be a valuable asset, well into the future, as the electric industry deals with the reduction of emissions.
Thanks to the efforts of Staff and Westar Energy, KEPCo made further progress in advancing its mission of
providing its Members with a reliable and economical power supply. Two years of negotiations culminated in August with the signing of a thirty-eight year power purchase agreement with Westar. Once approved by the Federal
Energy Regulatory Commission (FERC), the new contract will enable KEPCo and its Members to have access to
Westar’s existing low-cost generating resources and mitigate the risk of being vulnerable to price fluctuations in the
open market.
KEPCo will purchase electricity based on Westar’s cost to produce the power and combine it with KEPCo’s own
resources to meet all of its Members’ energy needs. KEPCo and its Members will also benefit by having Westar help
manage the scheduling of KEPCo’s resources. The contract allows for KEPCo and Westar to “pool” their respective loads and generating capabilities to make the most efficient use of both companies’ resources. KEPCo will also
receive nuclear energy form Westar’s share of Wolf Creek and credit for wind energy purchased from Westar under
the new contract, thus increasing KEPCo’s percentage of non-greenhouse gas emitting resources.
KEPCo and its Member Cooperatives continue to experience steady load growth, primarily from an increase
in methane gas production and the development of ethanol plants in Kansas, as well as the growth in consumer
electronics, such as home entertainment equipment and home computers. Since 2004, KEPCo’s peak load has
increased fourteen percent. In 2007, KEPCo realized a slight reduction in its peak, due to a cooler than normal summer season.
KEPCo’s ownership participation in the Iatan 2 coal plant, being constructed in Weston, Missouri by Kansas City
Power & Light, continues with the unit scheduled for commercial operation in the summer of 2010. Given the focus on climate change, many proposed coal-fired generating units have recently been cancelled or placed on hold.
Iatan 2 may be one of the last base load, coal-fired generating units to be constructed for many years and will be a
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Kansas Electric Power Cooperative, Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006
The expected long-term rate of return on plan assets is based on historical and projected rates of return for
current and planned assets classes in the pension plan’s investment portfolio. Assumed and projected rates of
return for each asset class were selected after analyzing long-term historical experience and future expectations
of the volatility of the various asset classes. Based on target asset allocation for each asset class, the overall
expected rate of return for the portfolio was developed, adjusted for historical and expected experience of
active portfolio management results compared to benchmark returns and for the effect of expenses from plan
assets.
In selecting the discount rate, fixed income security yield rates for corporate high-grade bond yields were
considered.
The defined benefit pension plan assets are invested in insurance contracts, corporate bonds, equity securities,
United States government securities and short-term investments.
The asset allocation for the defined benefit pension plan at the end of 2007 and 2006, and the target allocation for 2008 by asset category are as follows:
Target Allocation
Pension Plan Assets
for 2008
2007
2006
Asset category
		
Equity securities
65%		
67%
63%
		
Debt securities
35%		
28%
34%
		
Other
0%		
5%
3%
					
100%
100%
WCNOC’s pension plan investment strategy supports the objective fund, which is to earn the highest possible return on plan assets consistent with a reasonable and prudent level of risk. Investments are diversified
across classes, sectors and manager style to minimize the risk of large losses. WCNOC delegates investment
management to specialists in each asset class and, where appropriate, provides the investment manager with
specific guidelines, which include allowable and/or prohibited investment types. Investment risk is measured
and monitored on an ongoing basis through quarterly investment portfolio reviews.
KEPCo estimates cash contributions of approximately $800,000 will be made to the Plans in 2008.
Estimated future benefit payments for the Plans, which reflect expected future services, are as follows:

2008
$
2009		
2010		
2011		
2012		
2013-2017		
		
$

Pension
Benefits
274,680
$
246,900		
285,360		
334,620		
391,020		
3,176,400		
4,708,980
$

Other
Benefits
80,640
52,380
57,060
61,860
65,880
415,800
733,620

Note 11: Commitments and Contingencies
Litigation
There is a provision in the Wolf Creek operating agreement whereby the owners treat certain claims and losses
arising out of the operation of Wolf Creek as a cost to be borne by the owners separately (but not jointly) in
proportion to their ownership shares. Each of the owners has agreed to indemnify the others in such cases.
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critical part of KEPCo’s power supply for decades to come.

Kansas Electric Power Cooperative, Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006
			Pension Benefits			Postretirement Benefits
		
2007		
2006
2007		
2006
Net loss
$ (2,692,708 )
$
Prior service cost		
(22,769 )		
Transition obligation		
(29,030 )		
		

$ (2,744,507 )

$

–		
$ (339,159 )
$
–			
–			
–			
(36,782 )		

–
–
–

Cost control has, and will continue to be, a point of emphasis for KEPCo. Implemented in 1990, KEPCo continues to support an aggressive load management program with its Members. This year, KEPCo was able to shed 35
MW, saving our Members approximately $2.1 million.

–		

–

A decision was made in October that is cause for concern for all Kansas electric utilities. The Kansas Department of Health and Environment
(KDHE) denied the issuance of an
air permit for a coal-fired generating plant proposed by Sunflower
Electric Power Corporation, a G&T
in Hays, KS. The denial was based
upon the Secretary of KDHE citing
the potential harmful effects that
carbon dioxide emissions would
have on the health and environment
of Kansans. This decision is being
challenged, but if upheld, will have
a negative economic impact, not
only on the choice and cost of future
base load generation, but potentially
on the cost of existing generation, if
2007-08 KEPCo Executive Committee (seated): Robert Reece, Scott Whittington;
Harlow Haney; (standing) Stephen Parr, Executive Vice President & CEO; Kenneth
the KDHE places limits on carbon
Maginley, President; Bryan Coover, Treasurer; Gordon Coulter, Secretary; and Kirk
dioxide emissions from existing coal
Thompson, Vice President.
plants.

$ (375,941 )

$

Information for the pension plan with an accumulated benefit obligation in excess of plan assets:
Pension Benefits
2007
2006
Projected benefit obligation
Accumulated benefit obligation
Fair value of plan assets

$ 11,469,649
$ 8,719,461
$ 7,157,002

$ 10,112,220
$ 7,958,220
$ 6,110,880

Other significant balances and costs are:
			Pension Benefits			Postretirement Benefits
		
2007		
2006
2007		
2006
Employer contributions $
Benefits paid
$
Benefits cost
$

717,218		
230,966		
955,522`

$
$
$

608,460		
127,0809		
767,400		

$
$
$

65,085		
65,085		
150,168		

$
–
$
–
$ 116,640

The estimated net loss, prior service cost and transition obligation for the defined benefit pension plans that
will be amortized from accumulated other comprehensive income (loss) into net periodic benefit cost over the
next fiscal year are approximately $209,000, $7,000 and $7,000, respectively. The estimated net loss and
transition obligation for the defined benefit postretirement plan that will be amortized from accumulated other
comprehensive income (loss) into net periodic benefit cost over the next fiscal year are approximately $28,000
and $7,000, respectively.
Significant assumptions used to determine benefit obligations include:
		

Pension Benefits
2007
2006

Discount rate
6.15%
5.70%
Annual salary increase rate
4.00%
3.25%
Expected return on plan assets
8.25%
8.25%
				
				
				
				

Postretirement Benefits
2007
2006
6.05%
N/A
N/A
8.0%
decreasing
0.5% per year
to 5.0%

5.80%
N/A\
N/A
9.0%
decreasing
1.0% per year
to 5.0%

WCNOC uses an interest yield curve to make judgements pursuant to EITF Topic No. D-36, Selection of
Discount Rates Used for Measuring Defined Benefit Pension Obligations and Obligations of Postretirement
Benefit Plans Other Than Pensions. The yield curve is constructed based on yields on over 500 high-quality,
noncallable corporate bonds with maturities between zero and 30 years. A theoretical spot rate curve constructed from this yield curve is then used to discount the annual benefit cash flows of WCNOC’s pension plan
and develop a single-point discount rate matching the plan’s payout structure.
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The cost of generation fuel continues to be a concern. The average delivered cost of coal in Kansas has increased nearly sixteen percent since 2004. The average annual fuel cost for the Wolf Creek Generating Station
has increased twelve percent over the same period. Increases in contract demand costs, as well as operations and
maintenance costs, predicated the need for KEPCo to file for a 5.2% rate increase to be implemented in late 2008.
KEPCo’s last rate change became effective in early 2002. The new rate will allow KEPCo to meet its mortgage requirements with its lenders and maintain KEPCo in a sound financial position.

Since its inception, KEPCo has been blessed with dedicated and supportive Members and a highly skilled Board
of Trustees, well versed in electric utility matters, which make decisions based upon sound business and economic
principles. In addition, KEPCo’s small, but exceptionally skilled Staff, is a stalwart asset that serves our Members
well. Recent events have shown how quickly the industry can change and how change can impact not only one
utility, but the industry as a whole. The changes our industry is facing today may alter its landscape more in the next
five years than in the past fifty years. KEPCo’s continued success will be made possible by the direction of its Members and the Board of Trustees, and the subsequent performance of Staff, as we navigate these uncharted waters.
The challenge facing the electric utility industry today, and for the foreseeable future, is to ensure that adequate,
affordable, and reliable resources are developed and efficiently utilized to ensure the continued growth of America’s
economy and its energy security. New energy policies are being crafted and debated on a daily basis, both at the
state and federal levels. Policies directed at reducing greenhouse gas emissions must exist in harmony with the nation’s need for economical base load generation. KEPCo will stand firm against any initiative that disproportionately
impacts Kansas Cooperatives. As the new regulatory environment evolves, KEPCo’s challenge and emphasis will
continue to be to control costs, procure a reliable energy supply and ensure rates are as economical as possible.

Kenneth J. Maginely				

Stephen E. Parr
3

Kansas Electric Power Cooperative, Inc.

2007 KEPCo Highlights

Notes to Consolidated Financial Statements
December 31, 2007 and 2006

KEPCo ended 2007 with an average Member rate

NRECA Savings 401(k) Plan
All employees of KEPCo are eligible to participate in the NRECA Savings 401(k) Plan. Under the plan, KEPCo
contributes an amount not to exceed 5%, dependent upon each employee’s level of participation and completion of one year of service, of the respective employee’s base pay to provide additional retirement benefits.
KEPCo contributed $0.1 million to the plan for each of the years ended December 31, 2007 and 2006.

of 5.84 cents per kilowatt hour, its lowest rate since
2004.
KEPCo’s diverse power supply again provided fifty

WCNOC Pension and Postretirement Plans
KEPCo has an obligation to the WCNOC retirement, supplemental retirement, and postretirement medical
plans for its 6% ownership interest in Wolf Creek. The plans provide for benefits upon retirement, normally
at age 65. In accordance with the Employee Retirement Income Security Act of 1974, KEPCo has satisfied
its minimum funding requirements. Benefits under the plans reflect the employee’s compensation, years of
service and age at retirement.

percent of the energy needed to serve its Members from
resources which do not emit greenhouse gases.
KEPCo executed a thirty-eight year, cost-based,
Power Purchase Agreement with Westar Energy. Once
approved by FERC, this contract will help secure a

Stephen E. Parr, KEPCo EVP & CEO,
and William B. Moore, Westar President & CEO

stable and economical power supply for the next four

			Pension Benefits			Postretirement Benefits
		
2007		
2006
2007		
2006

decades. KEPCo also finalized a new five-year Power
Purchase Agreement with KCP&L.
Wolf Creek ran continuously in
2007 and ranked eighth among all
U.S. nuclear power plants in capacity
factor and fourth in gross generation.
KEPCo completed a new wholesale rate study with the assistance of
C.H. Guernsey and Company, the
Board’s rate consultant, and filed a
Wolf Creek Generating Station

Wolf Creek uses a measurement date of November 30 for its retirement plan and December 31 for its supplemental retirement plan and postretirement plan (collectively “the Plans”). Information about KEPCo’s 6% of
the Plan’s funded status follows:

request for a change in rates with the
Kansas Corporation Commission on
December 21, 2007.

Benefit obligation
$ (11,469,649 )
$ (10,112,220 )
$(1,097,210 )
$ (943,500 )
Fair value of plan assets		 7,157,002			 6,110,880			
–			
–
		

$ (4,312,647 )

$ (4,001,340 )

$(1,097,210 )

$ (943,500 )

At December 31, 2007, KEPCo adopted Statement of Financial Accounting Standard No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans (FAS 158). FAS 158 required KEPCo
to recognize a liability for the unfunded status of the Plans and adjust accumulated other comprehensive income for the transition obligation, prior service cost and net loss that had not yet been recognized as components of net periodic benefit cost at that date. The following table illustrates the incremental effect of applying
FAS 158 on individual line items in the balance sheet at December 31, 2007.
		
Accumulated other comprehensive income
		
(loss)
Total patronage capital
Wolf Creek pension and postretirement
		
benefit plans long-term liability
Total other long-term liabilities

Before

Adjustment

After

$
–
$ 22,197,344

$ (3,120,448 )
$ (3,120,448 )

$ (3,120,448 )
$ 19,076,896

$ 2,289,409
$ 21,014,011

$ 3,120,448		
$ 3,120,448		

$ 5,409,857
$ 24,134,459

KEPCo continued its legislative efforts by working with Kansas Electric Cooperatives, Inc. on issues in Kansas
and with NRECA in Washington, D.C.
KEPCo completed the loan process for the Wolf Creek Capital Additions Loan for 2000 – 2005 and filed loan
documents with RUS for a Wolf Creek Capital Additions Loan for the years 2006 – 2010.

Amounts recognized in the consolidated balance sheets:
			
Other long-term liabilities
		
Wolf Creek pension and postretirement
		
benefit plans

2007
$5,409,857

2006
$1,954,177

Amounts recognized in accumulated other comprehensive income (loss) not yet recognized as components of
net periodic benefit cost consist of:

4
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Construction continued throughout the

Notes to Consolidated Financial Statements

year on Iatan 2, the new coal-fired generating unit in which KEPCo is an owner-par-

December 31, 2007 and 2006
Corporation at fixed rates of 5.80% to 6.10%, payable
quarterly through 2017. Currently KEPCo has
approximately $67.6 millions of funds available to
borrow, which mature in 2012		

ticipant. Commercial operation is scheduled
for the summer of 2010.
4,162,915

KEPCo supported the efforts of the

				 166,337,536			 153,434,985
Less current maturities		 11,950,139			 11,162,495

Southwest Power Pool in becoming the

			

Reliability Coordinator for its seven-state

22,010,182			

$ 154,387,397		

$ 142,272,490

Aggregate maturities of long-term debt for the next five years and thereafter are as follows:
2008
$
2009		
2010		
2011		
2012		
Thereafter		
		

11,950,139
13,159,154
14,091,957
15,188,130
34,435,351
77,512,805

Regional Transmission Organization and
region and focused efforts on meeting the
new electric system reliability requirements
of the North American Electric Reliability
Corporation (NERC).
Severe weather made 2007 a difficult and challenging
year for KEPCo’s Members. KEPCo supported its Mem-

$ 166,337,536

bers’ recovery efforts by assisting with the damage from
two major ice storms, the Greensburg tornado and the

Restrictive covenants require KEPCo to design rates that would enable it to maintain a times-interest-earned
ratio of at least one-to-one and debt-service coverage of at least one-to-one, on average, in at least two out
of every three years. The covenants also prohibit distribution of net patronage capital or margins until, after
giving effect to any such distribution, total patronage capital equals or exceeds 20% of total assets, unless such
distribution is approved by RUS. KEPCo was in compliance with such restrictive covenants as of December
31, 2007 and 2006.
In 1997, KEPCo refinanced its mortgage notes payable to the 1988 CFC Grantor Trust through the establishment of a new CFC Grantor Trust Series 1997 (the Series 1997 Trust) by CFC. This refinancing reduced the
guaranteed interest rate payable on the mortgage notes to a fixed rate of 7.522% through the use of an interest rate swap that was assigned by KEPCo to the Series 1997 Trust. The mortgage notes payable are prepayable at any time with no prepayment penalties. However, any termination costs relating to the termination of
the assigned interest rate swaps is KEPCo’s responsibility. At December 31, 2007, the termination obligation
associated with the assigned swap agreement to early retire the mortgage notes payable is approximately $7.3
million. This fair value estimate is based on information available at December 31, 2007, and is expected to
fluctuate in the future based on changes in interest rates and outstanding principal balance.
KEPCo also is exposed to possible credit loss in the event of noncompliance by the counterparty to the swap
agreement. However, KEPCo does not anticipate nonperformance by the counterparty.
Note 10: Benefit Plans
National Rural Electric Cooperative Association (NRECA) Retirement and Security Program
KEPCo participates in the NRECA Retirement and Security Program for its employees. All employees are
eligible to participate in this program after one year of service. In the master multi-employer plan, which is
available to all members of NRECA, the accumulated benefits and plan assets are not determined or allocated
by individual employees. KEPCo’s expense under this program was $0.3 million and $0.2 million for the year
ended December 31, 2007 and 2006, respectively.
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Iatan 2 boiler under construction

floods in southeast Kansas.
Staff prepared and submitted the 2007 Integrated Resource Plan (IRP) to Western Area Power Administration
Substation damaged by Greensburg tornado

which covers the time frame 2007-2012.

With KEPCo’s assistance, six Member
economic development projects with a total
combined cost of $6,385,187 were selected
by USDA for REDLG funding. Of this total,
$2,620,000 of the cost was met with zero interest financing. These projects created 101 new
jobs and saved or secured 140 additional jobs.
KEPCo continued to focus on energy efficiency and conservation through an active
Continued on page 12

KEPCo and USDA staff present REDLG
check to successful loan applicant

5

KEPCo Member Cooperatives
Trustees, Alternates and Managers
Ark Valley Electric Cooperative Assn., Inc.
PO Box 1246, Hutchinson, KS 67504
620-662-6661
Trustee Rep. -- Dwight Engelland
Alternate Trustee Rep. -- Joseph Seiwert
Manager -- Bob Hall
Bob Hall

Bluestem Electric Cooperative, Inc.
PO Box 5, Wamego, KS 66547 785-456-2212
PO Box 513, Clay Center, KS 67432 785-632-3111
Trustee Rep. -- Kenneth J. Maginley
Alternate Trustee Rep. -- Robert M. Ohlde
Manager -- Kenneth J. Maginley
Ken Maginley

Brown-Atchison Electric Cooperative Assn., Inc.

Dale Bodenhausen

PO Box 1242, El Dorado, KS 67042 316-321-9600
Trustee Rep. -- Richard Pearson
Alternate Trustee Rep. -- Dale Short
Manager -- Dale Short
Dale Short

Caney Valley Electric Cooperative Assn., Inc.
PO Box 308, Cedar Vale, KS 67024 620-758-2262
Trustee Rep. -- Dwane Kessinger
Alternate Trustee Rep. -- Allen A. Zadorozny
Manager -- Allen A. Zadorozny

6

Deferred Incremental Outage Costs
In 1991, the KCC issued an order that allowed KEPCo to defer its 6% share of the incremental operating,
maintenance and replacement power costs associated with the periodic refueling of Wolf Creek. Such costs
are deferred during each refueling outage and are being amortized over the approximate 18-month operating
cycle coincident with the recognition of the related revenues. Additions to the deferred incremental outage
costs were $0.4 million and $4.1 million in 2007 and 2006, respectively. The current year amortization of the
deferred incremental outage costs was $2.8 million and $2.6 million in 2007 and 2006, respectively.

As of December 31, 2007, KEPCo has a $14,625,000 line of credit outstanding with the CFC. This line of
credit expires in March of 2008. There were outstanding borrowings of $0 and $3,521,028 at December 31,
2007, and December 31, 2006, respectively. Interest varies and was 7.15% at December 31, 2006 and 6.40%
at December 31, 2007.

Butler Rural Electric Cooperative Assn., Inc.

Dwane Kessinger

Wolf Creek generation plant over a 15-year period. Such depreciation practice does not constitute a phase-in
plan that meets the requirements of SFAS No. 92. In 2002, this cumulative difference was reclassified from
utility plant allowance for depreciation to deferred charges on the consolidated balance sheets to reflect the
amount as a regulatory asset. Amortization of the Wolf Creek deferred plant costs is included in amortization
of deferred charges and amounts to $3.1 million for each of the years ended December 31, 2007 and 2006.

Note 8: Short-Term Borrowings

PO Box 230, Horton, KS 66439 785-486-2117
Trustee Rep. -- Kevin D. Compton
Alternate Trustee Rep. -- Dale Bodenhausen
Manager -- Rodney V. Gerdes

Richard Pearson

December 31, 2007 and 2006

Other Deferred Charges
KEPCo includes in other deferred charges the early call premium resulting from refinancings. These early call
premiums are amortized using the effective interest method over the remaining life of the new agreements.

Bob Ohlde

Kevin Compton

Notes to Consolidated Financial Statements

If the deferred plant costs were recovered using a method in accordance with accounting principles generally
accepted in the United States, the costs would have been expensed in their entirety upon implementation of
the KCC order, with a corresponding decrease in patronage capital.
Joseph Seiwert

Dwight Engelland

Kansas Electric Power Cooperative, Inc.

Rod Gerdes

Note 9: Long-Term Debt
Long-term debt consists of mortgage notes payable to the United States of America acting through the FFB,
the CFC and others. Substantially all of KEPCo’s assets are pledged as collateral. The terms of the notes as
of December 31 are as follows:
				
2007			
2006
Mortgage notes payable to the FFB at fixed rates
varying from 3.61% to 9.206%, payable in quarterly
installments through 2018
$ 78,787,354		
$ 79,232,070
Mortgage notes payable to the Grantor Trust Series
1997 at a rate of 7:522%, payable semiannually,
principal payments commencing in 1999 and
continuing annually through 2017		
Floating/fixed rate pollution control revenue bonds, City
of Burlington, Kansas, Pooled Series 1985C, variable
interest rate (ranging from 5.80% to 6.40% at
December 31, 2007) payable annually through 2017

Allen Zadorozny

40,840,000			

$ 24,700,000		

43,340,000

$ 26,700,000

Mortgage notes payable and equity certificate loans
to the National Rural Utilities Cooperative Finance
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CMS Electric Cooperative, Inc.

Notes to Consolidated Financial Statements

PO Box 790, Meade, KS 67864 620-873-2184
Trustee Rep. -- Kirk A. Thompson
Alternate Trustee Rep. -- Clifford Friesen
Manager -- Kirk A. Thompson

December 31, 2007 and 2006
associated organizations consisted of the following:
2007			

2006

				
CFC
		 Memberships
$
		 Capital term certificates		
		 Subordinated term certificates		
		 Patronage capital certificates		
		 Equity term certificates		

1,000		
$
1,000
395,970			
395,970
2,205,000			 2,205,000
40,737			
25,134
2,824,005			
592,743

				
Other		

5,466,712			
164,072			

			

5,630,784		

$

3,219,847
152,306

DS&O Rural Electric Cooperative Assn., Inc.
PO Box 286, Solomon, KS 67480 785-655-2011
Trustee Rep. -- Harlow L. Haney
Alternate Trustee Rep. -- Donald E. Hellwig
Manager -- Donald E. Hellwig

Flint Hills Rural Electric Cooperative Assn., Inc.
PO Box B, Council Grove, KS 66846 620-767-5144
Trustee Rep. -- Robert E. Reece
Alternate Trustee Rep. -- Gus H. Hamm
Manager -- Robert E. Reece

Note 6: Bond Fund Reserve

Bob Reece

Effective February 1, 2002, the KCC issued an order permitting recovery in rates of the $6.5 million cumulative difference between historical present worth (sinking fund) and straight-line amortization of Wolf Creek
disallowed costs over a 15-year period. Such depreciation practice does not constitute a phase-in plan that
meets the requirements of SFAS No. 92.

Dennis Peckman
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PO Box 40, Girard, KS 66743 620-724-8251
District Offices, Iola 620-365-5151
Mound City, 913-795-2221
Trustee Rep. -- Dennis Peckman
Alternate Trustee Rep. -- Dale Coomes
Manager -- Dale Coomes

Dale Coomes

Leavenworth-Jefferson Electric Cooperative, Inc.
PO Box 70, McLouth, KS 66054 913-796-6111
Trustee Rep. -- Larry H. Stevens
Alternate Trustee Rep. -- H.B. Canida
Manager -- H.B. Canida
Larry Stevens

H.B Canida

Lyon-Coffey Electric Cooperative, Inc.
PO Box 229, Burlington, KS 66839 620-364-2116
Trustee Rep. -- Scott Whittington
Alternate Trustee Rep. -- Donna Williams
Manager -- Scott Whittington

If the disallowed costs were recovered using a method in accordance with accounting principles generally accepted in the United States, the costs would have been expensed in their entirety upon implementation of the
KCC order, with a corresponding decrease in patronage capital.
Wolf Creek Deferred Plant Costs
Effective February 1, 2002, the KCC issued an order permitting recovery in rates of the $46.9 million cumulative difference between historical present worth (sinking fund) depreciation and straight-line depreciation of

Gus Hamm

Heartland Rural Electric Cooperative, Inc.

Note 7: Deferred Charges
Wolf Creek Disallowed Costs
Effective October 1, 1985, the KCC issued a rate order relating to KEPCo’s investment in Wolf Creek, which
disallowed $26.0 million of KEPCo’s investment in Wolf Creek ($14.1 net of accumulated amortization as of
December 31, 2007). A subsequent rate order, effective February 1, 1987, allows KEPCo to recover these
disallowed costs and other costs related to the disallowed portion (recorded as deferred charges) for the
period from September 3, 1985 through January 31, 1987, over a 27.736-year period starting February 1,
1987. Pursuant to a KCC rate order dated December 30, 1998, the disallowed portion’s recovery period was
extended to a 30-year period. Through December 31, 2001, KEPCo used the present worth (sinking fund)
method to recover the disallowed costs, which enabled it to meet the times-interest-earned ratio and debt service requirements in the KCC rate order dated January 30, 1987. The method used by KEPCo through 2001
constituted a phase-in plan that did not meet the requirements of Statement of Financial Accounting Standard
No. 92, Accounting for Phase-In Plans (SFAS No. 92).

Don Hellwig

Harlow Haney

$ 3,372,153

KEPCo has entered into a bond covenant whereby KEPCo is required to maintain, with a trustee, a bond
fund reserve of approximately $4.3 million. This stipulated amount is sufficient to satisfy certain future interest
and principal obligations. The amount held in the bond fund reserve is invested by the trustee in tax-exempt
municipal securities, pursuant to the restrictions of the indenture agreement, which are carried at amortized
cost.

Cliff Friesen

Kirk Thompson

Scott Whittington

Donna Williams
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KEPCo Member Cooperatives
Trustees, Alternates and Managers

Kansas Electric Power Cooperative, Inc.
Notes to Consolidated Financial Statements
December 31, 2007 and 2006
in such an environment cannot be predicted.
The 1992 Energy Policy Act began the process of restructuring the United States electric utility industry by
permitting the Federal Energy Regulatory Commission to order electric utilities to allow third parties to sell
electric power to wholesale customers over their transmission systems. The Kansas legislature has not taken
any significant action on industry restructuring that would have a direct impact on KEPCo. Management will
continue to monitor deregulation initiatives, but does not presently expect any actions that would be unfavorable to KEPCo to be adopted within the next 12 months.

Ninnescah Electric Cooperative Assn., Inc.
PO Box 967, Pratt, KS 67124 620-672-5538
Trustee Rep. -- Gordon Coulter
Alternate Trustee Rep. -- Carla A. Bickel
Manager -- Carla A. Bickel
Gordon Coulter

Note 3: Departures From Generally Accepted Accounting Principles

Carla Bickel

Effective February 1, 1987, the KCC issued an order to KEPCo requiring the use of present worth (sinking
fund) depreciation and amortization. As more fully described in Note 7, such depreciation and amortization
methods constituted phase-in plans that did not meet the requirements of SFAS No. 92, Accounting for PhaseIn Plans.

Prairie Land Electric Cooperative, Inc.
PO Box 360, Norton, KS 67654 785-877-3323
District Office, Bird City 785-734-2311
Trustee Rep. -- Gilbert Berland
Alternate Trustee Rep. -- Allan J. Miller
Manager -- Allan J. Miller
Gilbert Berland

Effective February 1, 2002, the KCC issued an order that extended the depreciable life of Wolf Creek from
40 years to 60 years. This order also permitted recovery in rates of the $53.5 million cumulative difference
between historical present worth (sinking fund) depreciation and amortization and straight-line depreciation
and amortization of Wolf Creek generation plant and disallowed costs over a 15-year period. As more fully
described in Note 7, such depreciation and amortization methods constitute phase-in plans that do not meet
the requirements of SFAS No. 92. Recovery of these costs in rates is included in operating revenues, and the
related amortization expense is included in deferred charges in the consolidated statements of revenues and
expenses.

Allan Miller

Radiant Electric Cooperative, Inc.
PO Box 390, Fredonia, KS 66736 620-378-2161
Trustee Rep. -- Dennis Duft
Alternate Trustee Rep. -- Tom Ayers
Administrative Manager -- Leah Tindle
Operations Manager -- Dennis Duft
Dennis Duft

The effect of these departures from generally accepted accounting principles is to overstate (understate) the
following items in the consolidated financial statements by the following amounts:

Tom Ayers

Leah Tindle

Rolling Hills Electric Cooperative, Inc.

Melroy Kopsa

PO Box 307, Mankato, KS 66956 785-378-3151
District Offices, Belleville 785-527-2251
Ellsworth 785-472-4021
Trustee Rep. -- Melroy Kopsa
Alternate Trustee Rep. -- Leon Eck
Manager -- Douglas J. Jackson

Note 4: Wolf Creek Nuclear Operating Corporation

Leon Eck

Sedgwick County Electric Cooperative Assn., Inc.
PO Box 220, Cheney, KS 67025 316-542-3131
Trustee Rep. -- Donald Metzen
Alternate Trustee Rep. -- Alan L. Henning
Manager -- Alan L. Henning
Donald Metzen

8

			
2007			
2006
Deferred charges
$ 32,072,707		
$ 35,636,341
Patronage capital
$ (32,072,707 )		 35,636,341
Net margin
$ (3,563,634 )
$ (3,563,634 )

Doug Jackson

KEPCo owns 6% of Wolf Creek Nuclear Operating Corporation (WCNOC), which is located near Burlington,
Kansas. The remainder is owned by the Kansas City Power & Light Company (KCPL) 47% and Kansas Gas
& Electric Company (KGE) 47%. KGE is a wholly owned subsidiary of Westar Energy, Inc. KCPL is a wholly
owned subsidiary of Great Plains Energy, Inc. KEPCo’s undivided interest in WCNOC is consolidated on a
pro rata basis. Substantially all of KEPCo’s utility plant consists of its pro rata share of WCNOC. KEPCo is
entitled to a proportionate share of the capacity and energy from WCNOC, which is used to supplement a
portion of KEPCo’s members’ requirements. KEPCo is billed on a daily basis for 6% of the operations, maintenance, administrative and general costs and cost of plant additions related to WCNOC.
WCNOC disposes of all classes of its low-level radioactive waste at existing third-party repositories. Should
disposal capability become unavailable, WCNOC is able to store its low-level radioactive waste in an on-site
facility for up to five years under current regulations.

Alan Henning

Note 5: Investments in Associated Organizations
Investments in associated organizations are carried at cost. At December 31, 2007 and 2006, investments in
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Sumner-Cowley Electric Cooperative, Inc.

Notes to Consolidated Financial Statements

PO Box 220, Wellington, KS 67152 620-326-3356
Trustee Rep. -- Charles Riggs
Alternate Trustee Rep. -- Cletas Rains
Manager -- Cletas Rains

December 31, 2007 and 2006
tion and existing economic conditions.
Materials and Supplies Inventory
Materials and supplies inventory are valued at average cost.
Unamortized Debt Issuance Costs
Unamortized debt issue costs relate to the issuance of the floating/fixed rate pollution control revenue bonds,
mortgage notes payable to the National Rural Utilities Cooperative Finance Corporation (CFC) trusts, and
fees for repricing the Federal Financing Bank (FFB) debt. These costs are being amortized using the effective
interest method over the remaining life of the bonds and notes.
Cash Surrender Value of Life Insurance Contracts
The following amounts related to Wolf Creek Nuclear Operating Corporation (WCNOC) corporate-owned life
insurance contracts, primarily with one highly rated major insurance company, are included in other investments on the consolidated balance sheets.
		
2007
2006
Cash surrender value of contracts
$ 4,943,704		
$ 4,693,922
Borrowings against contracts		 (4,943,704 )		 (4,693,922 )
		
$
–		
$
–

Twin Valley Electric Cooperative, Inc.
PO Box 385, Altamont, KS 67330 620-784-5500
Trustee Rep. -- Bryan W. Coover
Alternate Trustee Rep. -- Ron Holsteen
Manager -- Ron Holsteen
Bryan Coover

Income Taxes
As a tax-exempt cooperative, KEPCo is exempt from income taxes under Section 501(c)(12) of the Internal
Revenue Code of 1986, as amended. Accordingly, provisions for income taxes have not been reflected in the
accompanying consolidated financial statements.

Ron Holsteen

Victory Electric Cooperative Assn., Inc.
PO Box 1335, Dodge City, KS 67801 620-227-2139
Trustee Rep. -- Marvin Hampton
Alternate Trustee Rep. -- Terry Janson
Manager -- Terry Janson

Borrowings against contracts include a prepaid interest charge. KEPCo pays interest on these borrowings at
a rate of 5.45% for the years ended December 31, 2007 and 2006.
Revenues
Revenues are recognized during the month the electricity is sold. Revenues from the sale of electricity are
recorded based on usage by member cooperatives and customers and on contracts and scheduled power usages as appropriate.

Cletas Rains

Charles Riggs

Terry Janson

Marvin Hampton

KEPCo Member Area Map

Reclassifications
Certain reclassifications have been made to the 2006 financial statements to conform to the 2007 financial
statement presentation. These reclassifications had no effect on net earnings.
Note 2: Factors That Could Affect Future Operating Results
KEPCo currently applies accounting standards that recognize the economic effects of rate regulation pursuant to SFAS No. 71, Accounting for the Effect of Certain Types of Regulation, and accordingly has recorded
regulatory assets and liabilities related to its generation and transmission operations. In the event KEPCo determines that it no longer meets the criteria of SFAS No. 71, the accounting impact could be a noncash charge
to operations of an amount that would be material. Criteria that could give rise to the discontinuance of SFAS
No. 71 include: (1) increasing competition that restricts KEPCo’s ability to establish prices to recover specific
costs, and (2) a significant change in the manner rates are set by regulators from a cost-based regulation to
another form of regulation. KEPCo periodically reviews these criteria to ensure the continuing application of
SFAS No. 71 is appropriate. Any changes that would require KEPCo to discontinue the application of SFAS
No. 71 due to increased competition, regulatory changes or other events may significantly impact the valuation of KEPCo’s investment in utility plant, its investment in Wolf Creek and necessitate the write-off of regulatory assets. At this time, the effect of competition and the amount of regulatory assets that could be recovered
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Operating Statistics

Notes to Consolidated Financial Statements
December 31, 2007 and 2006
ment of Energy (DOE). KEPCo pays one cent per net MWh of nuclear generation to the DOE for the future
disposal service. These disposal costs are charged to nuclear fuel expense.

Operating Expenses

Decommissioning Fund Assets/Decommissioning Liability
As of December 31, 2007 and 2006, approximately $10.2 million and $9.2 million, respectively, have been
collected and are being retained in an interest-bearing trust fund to be used for the physical decommissioning of Wolf Creek Nuclear Generating Station (Wolf Creek). The trustee invests the decommissioning funds
primarily in mutual finds, which are carried at estimated fair value. During 2003, the KCC extended the estimated useful life of Wolf Creek to 60 years from the original estimates of 40 years only for the determination
of decommissioning costs to be recognized for ratemaking purposes. In 2006, the KCC approved a 2005
decommissioning cost study, which increased the estimate of total decommissioning costs to $517.6 million
in 2005 dollars ($31.1 million is KEPCo’s share). The study assumes a 4.4% rate of inflation and 7% rate of
return.
KEPCo adopted Statement of Financial Accounting Standard (SFAS) No. 143, Accounting for Asset Retirement Obligations, on January 1, 2003. SFAS No. 143 provides accounting requirements for the recognition
and measurement of liabilities associated with the retirement of tangible long-lived assets. Under the standard,
these liabilities will be recognized at fair value as incurred and capitalized and depreciated over the appropriate period as part of the cost of the related tangible long-lived assets.
SFAS No. 143 required KEPCo to recognize and estimate the liability for its 6% share of the estimated cost to
decommission Wolf Creek, based on the present value of the asset retirement obligation KEPCo incurred at
the time it was placed into service in 1985. On January 1, 2003, KEPCo initially recognized an asset retirement obligation of $11.7 million; utility plant in-service, net of accumulated depreciation, was increased by
$2.9 million; and KEPCo also established a regulatory asset for $3.9 million, which represents the amount of
the Wolf Creek asset retirement obligation and accumulated depreciation not yet refunded.
The decommissioning study in 2005 increased the asset retirement obligation by approximately $1.5 million,
utility plant in-service, net of accumulated depreciation by $.2 million and the regulatory asset by $1.2 million
in 2006.

Peak
Demand

A reconciliation of the asset retirement obligation for the years ended December 31, 2007 and 2006, is as
follows:
		
2007
2006
Balance at January 1
$16,332,466
$13,916,214
Accretion
995,762
938,420
Increase from 2005 study
–
1,477,832
Balance at December 31
$17,328,228
$16,332,466
Any net margin effects are deferred in the Wolf Creek decommissioning regulatory asset created pursuant to
SFAS No. 71, Accounting for the Effects of Certain types of Regulation, and will be collected from members
in future electric rates.
Cash and Cash Equivalents
All highly liquid investments purchased with an original maturity of three months or less are considered to be
cash equivalents and are stated at cost, which approximates fair value. Cash equivalents consist primarily of
certificates of deposit.
Accounts Receivable
Accounts receivable are stated at the amount billed to members and customers. KEPCo provides allowances
for doubtful accounts, which is based upon a review of outstanding receivables, historical collection informa-
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Notes to Consolidated Financial Statements
December 31, 2007 and 2006
Note 1: Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations
Kansas Electric Power Cooperative, Inc. and its subsidiary (KEPCo), headquartered in Topeka, Kansas, was
incorporated in 1975 as a not-for-profit generation and transmission cooperative (G&T). KEPCo is under the
jurisdiction of the Kansas Corporation Commission (KCC) and was granted a limited certificate of convenience
and authority in 1980 to act as a G&T public utility. It is KEPCo’s responsibility to procure an adequate and
reliable power supply for its 19 distribution rural electric cooperative members pursuant to all requirements of
its power supply contracts. KEPCo is governed by a board of trustees representing each of its 19 members,
which collectively serve more than 100,000 electric customers in rural Kansas.

Rates

System of Accounts
KEPCo maintains its accounting records substantially in accordance with the Rural Utilities Service (RUS)
Uniform Systems of Accounts and in accordance with accounting practices prescribed by the KCC.
Rates
The KCC has the authority to establish KEPCo’s electric rates under state law in Kansas. Rates are established
to meet the times-interest-earned ratio and debt-service coverage set forth by the RUS. KEPCo’s rates include
an energy cost adjustment (ECA) mechanism, which allows KEPCo to pass along increases in certain energy
costs to its cooperative members.
Principles of Consolidation
The consolidated financial statements include the amounts of KEPCo and its majority-owned subsidiary,
KEPCo Services, Inc. Undivided interests in jointly owned generation facilities are consolidated on a pro rata
basis. All material intercompany accounts and transactions have been eliminated in consolidation.

Sources
of Energy

Estimates
The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the consolidated financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Utility Plant and Depreciation
Utility plant is stated at cost. The cost of repairs and minor replacements are charged to operating expenses
as appropriate. Costs of renewals and betterments are capitalized. The original cost of utility plant retired and
the cost of removal, less salvage, are charged to accumulated depreciation.
The composite depreciation rate for electric generation plant for the years ended December 31, 2007 and
2006, was 3.07% and 2.98%, respectively.
The provision for depreciation computed on a straight-line basis for electric and other components of utility
plant is as follows:
Transportation and equipment
25 to 33 years
Office furniture and fixtures
10 to 20 years
Leasehold improvements
20 years
Transmission equipment
10 years

Energy
Sales

Nuclear Fuel
The cost of nuclear fuel in process of refinement, conversion, enrichment and fabrication is recorded as utility
plant asset at original cost and is amortized to nuclear fuel expenses based upon the quantity of heat produced
for the generation of electric power. The permanent disposal of spent fuel is the responsibility of the Depart-
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2007 KEPCo Highlights

Statements of Cash Flows
December 31, 2007 and 2006

Continued from page 5
load management program and by funding and assisting Members in the promotion of an energy efficient electric
water heater and heating/cooling system rebate program. Since inception, KEPCo has issued over 5,000 heating/
cooling rebates and over 13,000 water heater rebates.
Sharpe Generating Station was credited by the Nuclear Regulatory Commission as a back-up power source
for Wolf Creek and supported two Emergency Diesel
Generator maintenance outages while Wolf Creek was in
operation. This effort will reduce the scope and duration
of work required in future Wolf Creek refueling outages.
Staff assisted Members with the installation of AutoSharpe Generating Station

Kansas Electric Power Cooperative, Inc.

mated Meter Reading (AMR) equipment. Several of the
AMR systems use KEPCo’s backbone network to deliver
the meter data to Member offices.

IP Addressable MV-90 units were installed which allows KEPCo to call and download meter data at a fraction of
what it would cost by any other method.
Staff provided technical consultation to Westar Energy during their wind generation acquisition process.
KSI Engineering, in its tenth year of
operation, completed numerous projects for
several KEPCo Members and non-Members
alike. These projects included distribution
staking for storm-related FEMA restoration projects, substation design and project

Liabilities and Patronage Capital		
2007			
Operating Activities			
Net margin
			
$
2,696,657 		
$
Adjustments to reconcile net margin to net cash provided 			
	  by operating activities			
		
Depreciation and amortization
3,683,888 		
		
Decommissioning
		
937,014 		
		
Amortization of nuclear fuel
2,104,442 		
		
Amortization of deferred charges
4,385,787 		
		
Amortization of deferred incremental outage costs		
2,810,796 		
		
Amortization of debt issuance costs
120,542 		
Changes in			
		
Member accounts receivable
(765,716 )		
		
Materials and supplies 		
(139,576 )		
		
Other assets and prepaid expenses
25,638 		
		
Accounts payable
		
333,269 		
		
Payroll and payroll-related liabilities
19,449 		
		
Accrued property tax 		
(2,441 )		
		
Accrued interest payable
(169,584 )		
		
Restricted assets
		
(52,903 )		
		
Other long-term liabilities		
545,694 		
			

order inspections and sectionalizing studies,
among others.

16,532,956 		

1,046,682
3,704,711
1,458,328
1,748,780
4,588,218
2,557,796
125,432
637,183
(156,089 )
120,250
208,536
20,971
25,533
155,139
(33,328 )
(300,801 )
15,907,341 		

Cash Flows From Investing Activities			
Additions to electric plant			
(14,730,493 )		
Additions to nuclear fuel
		
(4,756,258 )		
Additions to deferred incremental outage costs
(368,294 )		
Investments in decommissioning fund assets		
(939,498 )		
Other 					
(2,258,632 )		
			
Net cash used in investing activities
(23,053,175 )		

(6,034,758 )
(3,179,023 )
(4,078,059 )
(1,292,261 )
20,047		
(14,564,054 )

Cash Flows From Financing Activities
		
Net borrowing (payment) under line of credit agreement		
(3,521,028 )		
Principle payments on long-term debt
(11,162,496 )		
Utilization of RUS cushion of credit		
– 			
Proceeds from issuance of long-term debt
24,065,046 			
			
Net cash provided by (used in) financing activities
9,381,522 			

3,521,028
(10,464,348 )
3,526,341
– 			
(3,416,979 )

			

management, construction work plans, work

Net cash provided by operating activities

2006

Net increase (decrease) in cash and cash equivalents

2,861,303 		

(2,073,692 )

Cash and Cash Equivalents, Beginning of Year		

3,271,471 			

5,345,163

Cash and Cash Equivalents, End of Year

$

6,132,774 		

$

3,271,471

Supplemental Cash Flows Information
Cash paid during the year for interest
			

		
$
8,355,648 		

$

8,385,104

KSI designed substation near Carbondale, KS
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Kansas Electric Power Cooperative, Inc.
Statements of Revenue and Expenses

Financial Statements

December 31, 2007 and 2006

December 31, 2007 and 2006

		
Liabilities and Patronage Capital		
2007			
2006
Operating Revenues			
Sales of electric energy 		
$ 109,228,388 		
$ 110,707,844
Other 					
111,383 		
64,089 		
			
Total operating revenues
109,339,771 		
110,771,933
Operating Expenses			
Power purchased
			
69,728,597 			
73,351,849
Nuclear fuel					
2,745,855 		
2,382,257
Plant operations
			
9,289,461 		
9,072,478
Plant maintenance
			
3,312,698 		
3,062,210
Administrative and general
		
5,367,620 		
5,069,698
Amortization of deferred charges
4,483,341 		
4,588,219
Depreciation and decommissioning		
4,117,616 		
4,168,565
			
Total operating expenses
99,045,188 		
101,695,276
			
Net operating revenues
10,294,583 		
9,076,657
Interest and Other Deductions
		
Interest on long-term debt, net of capitalized interest of 			
	  $529,876 - 2007 and $63,943 - 2006
8,154,765 			
8,604,186
Amortization of debt issuance costs
120,542 		
125,431
Other deductions
			
115,567 		
108,761
			
Total interest and other deductions		
8,390,874 		
8,838,378
			
Operating income
1,903,709 		
238,279
Other Income (Expenses)			
Interest income				
640,660 		
875,646
Other income (expenses)
		
152,288 		
(67,243 )
			
Total other income
792,948 		
808,403
			
Net margin
$
2,696,657 		
$
1,046,682

Kansas Electric Power Cooperative, Inc.
Statements of Changes in Patronage Capital
December 31, 2007 and 2006

			
Accumulated
			
Other
		
Patronage
Comprehensive
Memberships
Capital
Income (Loss)
Balance, December 31, 2005
$
3,200
$ 18,450,805 $
–		 $
Net margin		
–		
1,046,682		
–			
Balance, December 31, 2006		
3,200		
19,497,487		
–			
Net margin		
–		
19,497,487		
–			
Defined benefit pension plans
		 Actuarial loss		
–		
–		 (3,031,867 )		
		 Prior service cost		
–		
–		
(22,769 )		
		 Transition obligation		
–		
–		
(65,812 )		
Balance, December 31, 2007
$
3,200
$ 22,194,144 $ (3,120,448 )
$
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Total
18,454,005
1,046,682
19,500,687
2,696,657
–
–
–
22,197,344
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Kansas Electric Power Cooperative, Inc.
Consolidated Balance Sheets

Consolidated Balance Sheets

December 31, 2007 and 2006

December 31, 2007 and 2006

		

Assets					

2007			

Utility Plant
In-service				
$ 224,863,485		
$
Less allowance for depreciation		 (122,771,314 )		
			
Net in-service			 102,092,171			
Construction work in progress			
19,671,233			
Nuclear fuel (less accumulated amortization of $15,025,746
		
and $12,921,304 for 2007 and 2006, respectively)		
7,573,591			
			
Total utility plant		 129,336,995			
Restricted Assets
Investments in the National Rural Utilities Cooperative Finance		
5,466,712			
		
Corporation
Bond fund reserve				
4,348,709			
Decommissioning fund				
10,185,163			
Investments in other associated organizations		
164,072			
			
Total restricted assets		
20,164,656			
Current Assets
Cash and cash equivalents			
6,132,774			
Member accounts receivable			
8,787,049			
Materials and supplies inventory		
3,123,051			
Other assets and prepaid expenses		
593,671			
			
Total current assets		
18,636,545			
Other Long-term Assets
Deferred charges
		
Wolf Creek disallowed costs (less accumulated amortization
			 of $11,877,898 and $11,120,734 for 2007 and 2006,		
14,105,023			
		
Wolf Creek deferred plants costs (less accumulated
			 amortization of $18,779,517 and $15,649,598 for 		
28,169,276			
			 2007 respectively)
		
Wolf Creek decommissioning regulatory asset		
4,247,845			
		
Deferred Department of Energy decommissioning costs		
–			
		
Deferred incremental outage costs		
1,092,847			
		
Other deferred charges (less accumulated amortization of
			 $6,826,077 and $6,106,253 for 2007 and 2006, 		
3,098,957			
		
Unamortized debt issuance costs		
734,861			
Other investments				
282,415			
			 Total long-term assets		
51,731,224			
			 Total assets			
$ 219,869,420		
$

14

2006
225,003,755
(120,837,298 )
104,166,457
6,550,342
4,921,775
115,638,574
3,219,847
4,295,806
9,245,665
152,306
16,913,624
3,271,471
8,021,333
2,983,476
653,037
14,929,317

		
Liabilities and Patronage Capital		
Patronage Capital
Memberships				
$
Patronage capital				
Accumulated other comprehensive income (loss)		
			
Total patronage capital		
Long-term Debt
				
Other Long-term Liabilities
Wolf Creek decommissioning liability		
Wolf Creek pension and post retirement benefit plans		
Wolf Creek deferred compensation		
Arbitrage rebate long-term liability		
Other deferred credits				
			
Total other long-term liabilities		
Current Liabilities
Current maturities of long-term debt		
Line of credit					
Accounts payable				
Payroll and payroll-related liabilities		
Accrued property taxes				
Accrued interest payable			
			
Total current liabilities		
			
Total patronage capital and liabilities
$

2007			

2006

3,200		
$
3,200
22,194,144			 $19,409,487
(3,120,448 )		
–
19,076,896			
19,500,687
154,387,397			 142,272,490
17,328,228			
5,409,857			
718,868			
660,863			
16,643			
24,134,459			

16,332,466
1,954,177
635,695
537,765
12,452
19,472,555

11,950,139			
11,162,495
–			
3,521,028
8,292,006			
7,958,739
304,110			
284,661
1,317,434			
1,319,875
406,979			
576,562
22,270,668			
24,823,360
219,869,420		
$ 206,069,092

14,862,187
31,299,195
4,114,385
74,712
3,535,349
3,597,661
855,402
248,686
58,587,577
206,069,092		
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